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November 20, 2019

FX Flash

RMB - Further Gains May be
Elusive

China Prioritizes Growth

PBoC cut 1Y loan prime rate by 5 bps, in line with our
expectations, to 4.15%. 5Y loan prime rate was also cut to 4.80%
from 4.85%. This is the second time PBoC had lowered LPR since
it introduced the new policy rate in Aug at 4.25%. There could be
further rate cuts in the next few months and a shift towards
greater support for the domestic economy could mean that China
want to cushion its economy against further headwinds in case of
another fall-out with the US. We close our short USDCNH
position at 7.03 and look for USDCNH to head towards 7.10
(our year end forecast).

We had looked for China to cut after the soft macro performance
and following the 5bps cut in the MLF (on 5 Nov) as well as 7-Day
reverse repo rate (on 18 Nov). A cut today could ensure that the
newly-introduced policy rate would be in line with these lending
rates that central bank uses to provide financing for financial
institutions.

Bear in mind that the three intents of the rate reform were

1) to have a more market-based rate,
2) lower real lending rates,
3) to improve the efficiency of interest rate transmission.

Lowering the new loan prime rate today reinforces easing bias,
strengthens its link to medium-term lending facility rate (also cut
from 3.30% to 3.25% on 5 Nov) as well as the 7-day reverse repo
rate (also lowered from 2.55% to 2.50% on 18 Nov) and
concomitantly improve the policy transmission.

The 5bps cut is also in line with the recent 3Q monetary policy
report released last week. Within the report, PBoC promised the
use of targeted RRR cuts to improve credit and assures that
inflation is still under control in spite of uncertainties. The
central bank also sees increasing downward pressure on the
economy. In response, there would be more “counter cyclical
adjustment”. New loans will be affected as they are priced
based on the LPR when it was introduced in Aug.

USDCNH was bid this morning but upticks seem to be reined in by the
USDCNY fix (7.0118) this morning, which came in to be lower than our
estimate at 7.0157. The recent weeks of RMB stabilization and low
currency volatility environment has given the central bank room to ease
rates. Lowering policy rates in a weak RMB and strong USD environment
could risk increasing the depreciation pressure on the currency.
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PBoC Lowers 1Y LPR For the Second Time
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USDCNH (Weekly) - Oversold
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We take the opportunity to close our short USDCNH position at 7.03 (with
a profit 1.1%) as we see potential for this pair to head higher towards
7.10 as stochastics start to rise from oversold condition on the weekly
chart.

Hong Kong Bill Could Be a Hurdle

We are also wary of US-China relations souring further after the US
Senate passed the bill to support the Hong Kong protestors and warning
China against a violent suppression of the demonstrations. The bills that
were passed by the Senate were a tad different from those passed by the
House of Representatives and these two versions will need to be
reconciled into 1 unified bill before being returned to each chamber for
final approvals before it reaches Trump. China had just responded with
threats of retaliation along with reiterations for the US to “stop
interfering in Hong Kong affairs”. While Trump has shown little support
for the bill, it would be difficult for him to veto a bill that has bipartisan
support.
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FCC Vote, US Treasury FX Report

There are a few other events that we monitor - 1) the US Federal
Communications Commission vote on 22 Nov to name Huawei and ZTE as
“threats to national security” which would block local carrier customers
from using government funding to purchase equipment and services from
the two companies. That could risk US-China relation even though
Huawei may no longer be a priority for Beijing in the phase 1 of trade
deal. We also watch out for 2) the FX report (typically released twice a
year) by the US Treasury and investors could be disappointed if the
designation of “currency manipulator” for China remains.

In addition, a few days ago, a CNBC Beijing Bureau Chief Eunice Yoon
cited sources commenting about China’s apprehension over the upcoming
trade deal after Trump said he has not agreed to a rollback of tariffs - an
agreement in principle between top officials on both sides recently. In a
tweet, she reported, “strategy now to talk but wait due to
impeachment, US election. Also, prioritize China economic support”.

Eyes are on a deal before 15" Dec

That priority on “economic support” has certainly come true with the
lowering of the LPR, small as the magnitude of the cut may be. There
could be further rate cuts in the next few months and a shift towards the
domestic economy could mean that China want to cushion its economy
against further headwinds in case of another fall-out with the US on
trade-talks.

At this point, we like to take into consideration an increasingly possible
scenario that phase 1 of the trade deal may not come so soon. Within the
next few weeks, the Hong Kong bill would need to be ironed out by the
two Houses of Congress in the US (that could elicit retaliation as
threatened by China), impeachment proceedings against Trump may gain
traction that could cast doubt on China’s resolve to reach a deal. Since
the cancellation of the Chile APEC summit, the venue and date of the
deal have not been decided. That would mean that China is at risk of
being slapped with another tranche of 15% tariff on an estimated $156bn
of goods on 15" Dec, as threatened by Trump in his remarks at the
Economic Club of New York last week. In the meantime, Trump promised
another “cash payout” to local farmers ahead of Thanksgiving (part of
the package announced in May). The next tranche would be paid out in
Jan 2020 if the trade war continues.

CNY TWI has been Weakening Since Early Nov
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In the near-term, USDCNH (last seen at 7.0334) seems to be gaining on
bullish momentum and a break of the 7.0515 would open the way
towards 7.0730 (50-dma) before the next at 7.1070 (23.6% Fibonacci
retracement of the Jun-Aug rally). Support at 7.0066 before 6.9620. As
we have noted in the earlier part of this report, the weekly chart is also
showing bullish bias. The CNY daily reference rate has been fixed on a
weakening bias (against its trading partners) since early Nov.
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DISCLAIMER

This report is for information purposes only and under no circumstances is it to be considered or intended as an offer to sell or
a solicitation of an offer to buy the securities or financial instruments referred to herein, or an offer or solicitation to any
person to enter into any transaction or adopt any investment strategy. Investors should note that income from such securities or
financial instruments, if any, may fluctuate and that each security’s or financial instrument’s price or value may rise or fall.
Accordingly, investors may receive back less than originally invested. Past performance is not necessarily a guide to future
performance. This report is not intended to provide personal investment advice and does not take into account the specific
investment objectives, the financial situation or the particular needs of persons who may receive or read this report. Investors
should therefore seek financial, legal and other advice regarding the appropriateness of investing in any securities and/or
financial instruments or the investment strategies discussed or recommended in this report.

The information contained herein has been obtained from sources believed to be reliable but such sources have not been
independently verified by Malayan Banking Berhad and/or its affiliates and related corporations (collectively, “Maybank
Group”) and consequently no representation is made as to the accuracy or completeness of this report by Maybank Group and it
should not be relied upon as such. Maybank Group and any individual connected to the Maybank Group accept no liability for
any direct, indirect or consequential losses or damages that may arise from the use or reliance of this report. Maybank Group
and its officers, directors, associates, connected parties and/or employees may from time to time have positions or be
materially interested in the securities and/or financial instruments referred to herein and may further act as market maker or
have assumed an underwriting commitment or deal with such securities and/or financial instruments and may also perform or
seek to perform investment banking, advisory and other services for or relating to those entities whose securities are
mentioned in this report. Any information, estimate, opinions or recommendations contained herein are subject to change at
any time, without prior notice.

This report may contain forward looking statements which are often but not always identified by the use of words such as
“anticipate”, “believe”, “estimate”, “intend”, “plan”, “expect”, “forecast”, “predict” and “project” and statements that an
event or result “may”, “will”, “can”, “should”, “could” or “might” occur or be achieved and other similar expressions. Such
forward looking statements are based on assumptions and analysis made and information currently available to us as of the
date of the publication and are subject to certain risks and uncertainties that could cause the actual results to differ materially
from those expressed in any forward looking statements. Readers are cautioned not to place undue relevance on these forward
looking statements. Maybank Group expressly disclaims any obligation to update or revise any such forward looking statements
to reflect new information, events or circumstances after the date of this publication or to reflect the occurrence of
unanticipated events.

This report is prepared for the sole use of Maybank Group’s clients and may not be altered in any way, published, circulated,
reproduced, transmitted to, copied or distributed to any other party in whole or in part in any form or manner without the
prior express written consent of the Maybank Group. Maybank Group accepts no liability whatsoever for the actions of third
parties in this respect.

This report is not directed to or intended for distribution to or use by any person or entity who is a citizen or resident of or
located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be
contrary to law or regulation.
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